Dear Tri bal Leader:

This letter and its enclosure provide ny interimdecisions for
distributing the fiscal year (FY) 2000 Indian Health Care

| mprovermrent Fund (IHCIF). | assure you that there will be an
annual conputation of IHCIF distribution with consultation.

The Congress has requested a nmeasurabl e description of the
health care needs of American Indians and Al aska Natives
(Al'/AN) and the costs of providing needed health services. A
starting point for such a description is to recognize a
standard of health services for Indian people that is at | east
conparable to that enjoyed by nost insured Americans.

| convened the Level of Need Funded (LNF) Workgroup to guide a
scientific study to produce the required information. The

Wor kgroup was charged to consider actuarial approaches for
defining needed health benefits and forecasting costs.
Contenporary actuarial nethods have becone extrenely

sophi sticated and have the inportant advantage of being w dely
recogni zed in the health care industry and by Federal and
State Government officials and | egislators. Since beginning
work in November 1998, the LNF Workgroup has produced two
reports.

The LNF Wor kgroup Report, “Part 1: Level of Need Funded Cost
Model ,” describes an actuarial nodel that nmeasures a health
care funding gap for Indian people conpared to insured
Americans. The study found IHS funding was only 60 percent of
t he actuarial cost for a mminstream benefits package not

i ncl udi ng “wrap-around” services such as sanitation and public
health. | distributed the Part 1 report and invited coment
in an August 3, 1999, letter to over 700 tribes and Indi an
health | eaders. Most comments supported the actuari al
approach to better neasure unnet heal t h-fundi ng needs of

| ndi an peopl e.

The LNF Wor kgroup Report, “Part 2: Actuarial Cost Mdel for
Local Operating Units and a Proposed Resource Allocation
Strategy,” nmeasures health-funding variations within the

| ndi an health system and identifies a nethodol ogy for
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di stributing IHCIF appropriations based on equity principles.
The | ocal |evel analysis identified funding variations from 30
percent to 100 percent of the need forecast in the actuari al
nodel . The Workgroup recomrended a fornmula to distribute

| HCI F funds to units that are funded at |less than the IHS
average (60 percent). The Wrkgroup did not recomend
reduci ng existing IHS funding for any unit, but to apply the
| HCI F fornmula to close the funding gaps within the Indian
health system | distributed the Part 2 report and invited
coment in a Decenmber 27, 1999, letter to tribes and Indian
health | eaders. Since then, comrents supporting and opposing
various details of the proposed distribution fornula were
recei ved.

| asked the LNF Workgroup to review the comments and to
consider revisions to the distribution nmethodol ogy consi deri ng
perspectives fromlIndian country. The Wrkgroup made a nunber
of revisions to the nethodol ogy and sent recommendati ons to nme
in June 2000. The Workgroup did not replace direct

consul tation, but provided a vehicle for articulating the
aggregate views provided fromlIndian country. | have

consi dered the Workgroup recommendati ons and additional views
provi ded by tribal | eadership.

Non- Recurring Distribution While Consultation is Continued

The Congress appropriated $10 million in FY 2000 for an | HCIF.
After 18 nonths of study, two tribal |eader mailings, nmany
public presentations, and nore than 6 nonths for comment, it
is clear that additional refinenment and tribal consultation is
necessary. Views anong stakeholders are not sufficiently
settled to justify final determ nation on a matter that coul d
set a precedent for many years. However, funds appropriated
for FY 2000 nust be distributed during this fiscal year, which
ends Septenmber 30, 2000. Moreover, the Congress remai ns very
interested in allocating the $10 million IHCIF using “equity”
princi pl es.

Therefore, | have decided to distribute the $10 million I HCIF
on an interimbasis while continuing consultation to finalize
a permanent nethodol ogy to apply in FY 2001 and afterwards.
The FY 2000 IHCIF distribution will be non-recurring.
Distribution of the $10 m llion, plus any additional |HCF
funds the Congress nmmy appropriate for FY 2001, will be
distributed on a recurring basis in FY 2001 foll ow ng
finalization of an I HCI F nethodol ogy, and full tribal

consul tation on that nethodol ogy.
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InterimDistribution Fornula with Two Parts

The I ndian Health Care | nprovenent Act, Public Law (P.L.) 94-
437, Section 102, specifies distribution criteria for the

| HCI F based on “health status and resource deficiency” taking
into account “cost of providing health care services given

| ocal geographic, climatic, rural, and other considerations.”
The distribution nmethodol ogy recomrended by the LNF Wor kgroup
does consider these factors.

| have considered other fornmulas for interimuse including the
Cat astrophic Health Emergency Fund (CHEF) and Tribal Size

Adj ustment (TSA) formulas. \Wiile appropriate for other

pur poses, these fornulas are based on net hodol ogi es that do not
conply with specific IHCIF requirenments contained in P.L. 94-
437.

After traveling extensively in all 12 IHS areas and listening
carefully to many views on this issue, | have decided to
distribute the $10 million IHCIF using an interim 2-part
approach applicable only to FY 2000. $9 mllion is distributed
using the fornmula recommended by the LNF workgroup and $1
mllion is distributed using the Contract Health Services (CHS)
formula. A description of the revised | HCIF nmet hodol ogy is

encl osed at Tab A. A series of charts illustrating |ocal and
regional variations that are considered in the nethodology is
encl osed at Tab B.

| believe the I HCI F net hodol ogy, which is based on

sophi sticated actuarial data, can be further inproved. | have
seen first hand the w de-ranging diversity of circunstances and
needs in Indian country. | understand how difficult it is to
fully represent that diversity in a single national

met hodol ogy. For instance, in every area | visit, | regularly
hear about the severe and grow ng shortages of CHS funds to pay
for costs of purchased nedical care and pharmaceuticals. | have

identified $1 mlIlion for distribution with the CHS formul a,
not because this tiny anount can possibly relieve the financial
stress, but as a sign to Indian health | eaders that |I hear and
t ake your concerns seriously. In the com ng nonths the |IHS
will continue consultation to inprove the interim approach
before | approve a pernmanent nmet hodol ogy.

FY 2000 IHCIF Distribution

The FY 2000 IHCIF distribution is enclosed at Tab C. Funds are
identified for local units within | HS Areas.
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Not all units identified at Tab C are self-contained units. In
sone |locations, the Indian health care systemis conposed of
multiple parts that may overlap. For instance, Indian patients
in some |ocations obtain anmbul atory services at a tribally
operated clinic while inpatient services are provided

el sewhere, sonetinmes froman |IHS operated hospital. It is
difficult to represent these conplexities in a nethodol ogy
covering the entire Indian health system Therefore, the Area
O fice, with consultation, may distribute IHCIF funds received
for such units anong the constituent parts based on actual
usage patterns or simlar equitable neasures.

Addi ti onal Wbrk and Consul tati on

| have asked the LNF Workgroup to continue refining a

met hodol ogy for the IHCIF that considers the feedback from

tribes and Indian health | eaders. | have asked the Workgroup

to inprove neasures of health care prices that vary in Indian

country especially relating to CHS, consider additional data on

the severe disparities in Indian health status, and inprove

data on other health care resources available to Indian people.
| al so have asked ny senior staff to organize additional

consultation with tribes and Indian health | eaders in the

com ng nonths.

| hope we can all continue our work together to address the
troubling and enornous disparities in the health fundi ng and
health status of the Indian people we serve.

M chael H. Trujillo, MD., MP.H, MS
Assi st ant Surgeon Ceneral
Di rector

Encl osure



